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SUBJECT: ECONOMIC DEVELOPMENTS IN 1977 

1 . SUMMARY. ADVANCE GOP ESTIMATES PUT PHILIPPINE GNP GROWTH 
FOR 1977 AT 6. 1 PERCENT, BUT INDEPENDENT ESTIMATES ARE NOT 

AS UPBEAT. CONTINUATION OF MODEST GROWTH IS LIKELY DURING 
1978. A LOW IMPORT GROWTH HELPED REDUCE THE TRADE DEFICIT. 

WHICH WAS MORE THAN OFFSET BY INCREASED NON-MERCHANDISE TRADE 
SURPLUS AND CAPITAL INFLOWS, LEADING TO THE FIRST FOREIGN 
TRANSACTIONS SURPLUS SINCE 1974 - $170 MILLION. IN VIES OF 
CLOUDED PROSPECTS FOR EXPORTS, THE BALANCE OF TRADE WILL 
PROBABLY CONTINUE IN SUBSTANTIAL DEFICIT. END SUMMARY. 

2. ADVANCE ESTIMATES BY THE NATIONAL ECONOMIC AND DEVELOP- 
MENT AUTHORITY (NEDA) INDICATE THAT THE PHILIPPINE GNP GREW 
IN REAL TERMS BY 6.1 PERCENT IN 1977, DOWN SOMEWHAT FROM 6.7 
PERCENT (REVISED FROM EARLIER ESTIMATE OF 6.3) IN 1976. 

LEADING SECTORS FOR THE YEAR WERE MINING AND MANUFACTURING. 
THE DECLINE WAS THE RESULT PRIMARILY OF SIGNIFICANT PRODUCTION 
DECLINES IN SUGAR, COCONUT AND LOGS, AND THE SLACK IN CON- 
STRUCTION ACTIVITY. THE CENTER FOR RESEARCH AND COMMUNICATIONS 
(CRC) ESTIMATES THE REAL GROWTH RATE IN THE 4 TO 5 PERCENT 
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RANGE, BUT CRC ESTIMATES HAVE CONSISTENTLY BEEN BELOW 
OFFICIAL FIGURES. 

3. THE CENTRAL BANK (CB) ESTIMATES THE INFLATION RATE AT 8 
PERCENT (BASED ON MANILA CONSUMER PRICES), SLIGHTLY ABOVE 
TARGET. 
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4. EMBASSY ESTIMATES BASED ON JANUARY-OCTOBER TRADE FIGURES 
SUGGEST A 17.6 PERCENT INCREASE IN EXPORT VALUE, TO $3,028 
MILLION, AND A MINIMAL 6.4 PERCENT INCREASE IN IMPORTS 

(TO $3,865.9 MILLION), REDUCING THE TRADE DEFICIT TO $838.2 
MILLION, FROM $1,059.8 MILLION IN 1976. THE LOW IMPORT GROWTH 
WAS ACCOMPANIED BY SLUGGISH DOMESTIC INVESTMENT ACTIVITY. 

THE CB REPORTED AN OVERALL FOREIGN TRANSACTIONS SURPLUS. 

AFTER 

CAPITAL FLOWS (INCLUDING BORROWING), OF $170 MILLION 

IN 1977. THIS WAS THE FIRST SURPLUS IN 3 YEARS, AND COMPARES 

WITH A DEFICIT LAST YEAR OF $160 MILLION. THE DOUBLING OF 

THE NET NON-MERCHANDISE TRADE SURPLUS AND SLIGHT INCREASES 

IN NET TRANSFERS AND NET INFLOWS OF SHORT-TERM CAPITAL 

CONTRIBUTED TO THIS UPTURN IN THE PHILIPPINE EXTERNAL 

TRANSACTIONS BALANCE. THE SURPLUS RESULTED IN A SLIGHT 

INCREASE IN THE GROSS FOREIGN EXCHANGE HOLDINGS OF THE CB,NO $1,525 M 

ILLION AS OF YEAR-END, AND SUPPORTED THE CB'S 

HEAVY NET REPAYMENT ($423 MILLION) OF ITS COMPENSATORY 

BORROWING OBLIGATIONS. EXTERNAL DEBT INCREASED FROM $5,517 

MILLION AT THE END OF 1976 TO $6,466 MILLION. THE VALUE 

OF THE PESO AGAINST THE DOLLAR IMPROVED DURING THE YEAR, 

AVERAGING 7.40 PESOS TO THE U.S. DOLLAR. COMPARED TO 7.44 
PESOS IN 1976. 

5. FOREIGN INVESTMENT INFLOW FOR 1977 IS ESTIMATED TO HAVE 
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INCREASED BY 20-30 PERCENT OVER 1976 LEVELS, TO $170-180 
MILLION, BASED ON 3-QUARTER CB FIGURES. US INVESTORS RETAINED 
THEIR TOP POSITION WITH A 57 PERCENT SHARE OF THE TOTAL CB- 
MONITORED FOREIGN INVESTMENTS (FOR THE FIRST 3 QUARTERS) 

WHILE HONG KONG AND JAPAN HAD 10 PERCENT AND 9 PERCENT, 
RESPECTIVELY. 

6. COMMENT: GNP GROWTH IN THE SIX PERCENT RANGE, THOUGH 
BELOW TARGET, WOULD BE RATHER GOOD IN VIEW OF UNFAVORABLE 
INTERNATIONAL CONDITIONS. EXPECTATIONS IN THE PRIVATE SECTOR 
SEEM TO POINT TOWARD CONTINUED MODEST GROWTH, SOMEWHAT 
BELOW THE SEVEN PERCENT TARGET. 

7. FOR 1978, IN VIEW OF CONTINUED UNFAVORABLE PROSPECTS 

FOR TRADTIONAL EXPORTS, THE BRUNT OF EXPORT GROWTH WILL HAVE 
TO BE CARRIED BY NON-TRADTIONAL PRODUCTS. COPPER PRICES 
ARE NOT LIKELY TO RECOVER STRONGLY DUE TO WORLDWIDE OVER- 
PRODUCTION AND THE SLOW RECOVERY IN INDUSTRIALIZED NATIONS. 

ONLY MODEST IMPROVEMENT IS EXPECTED FOR THE VERY LOW 
WORLD SUGAR PRICES. BECAUSE OF LARGE INVENTORIES IN THE MAJOR 
SUGAR-CONSUMING AND PRODUCING COUNTRIES, AND RECEIPTS MAY 
REMAIN STAGNANT BECAUSE OF DECREASED EXPORTS UNDER THE NEW 
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ISA. OBSERVERS FORECAST INCREASED IMPORTS OF PRODUCER GOODS 
AND EQUIPMENT TO SUSTAIN A MODERATE GROWTH PERFORMANCE. AND 
THIS OF COURSE WILL CREATE EVEN GREATER PRESSURE 
FOR INCREASED EXPORTS. THUS, WHILE THE BOP FARED BETTER 
IN 1977 THAN EXPECTED, THE TRADE BALANCE IN 1978 IS LIKELY 
TO CONTINUE TO SUBSTANTIAL DEFICIT. END COMMENT. 
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